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Introduction

A sales tax exemption is available for the construction and equipping of large warehouses and
grain elevators.  This exemption was established by E2SSB 5074 which was adopted by the 1997
Legislature.  E2SSB 5074 directed the legislative fiscal committees to report to the Legislature by
December 1, 2001 on the performance of this program.  This paper provides an interim update on
the utilization of this tax exemption.

Background

In 1996 the Legislature passed SHB 2708 which directed the Department of Revenue to
undertake a warehouse and distribution tax study.  The study compared the major state and local
taxes on warehouse firms in Washington with a group of selected states:  Oregon, Idaho,
California, Nevada, Louisiana, Texas, and Utah.  The legislation established an advisory
committee to the Department of Revenue, made up of legislators, representatives of local
governments, port districts, and members of the private sector.

The Department of Revenue and the advisory committee published a report in December of 1996
recommending new tax incentives for investment in large warehousing operations in order to
increase trade and create new family wage jobs, while minimizing the impact on existing tax
revenues.

Warehouse Tax Incentive

Wholesalers, third-party warehousers, grain elevator operators and retailers who own or operate a
distribution center are eligible for exemptions from the state sales and use tax.

Exemptions on construction costs:
100 percent for warehouses over 200,000 square feet
100 percent for grain elevators with capacity over two million bushels
50 percent for grain elevators with capacity between one and two million bushels
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Exemptions on material handling and racking equipment costs:
50 percent for warehouses over 200,000 square feet and grain elevators with capacity
over one million bushels.

The equipment exemption is available to both new and existing warehouses and grain elevators.

The warehouse or grain elevator operations are required to initially pay the state and local sales
and use taxes and then apply to the Department of Revenue for reimbursement of the state
portion.  The warehouse tax incentive does not exempt local government sales and use taxes.

Utilization of the Warehouse Tax Incentive

The Warehouse Tax Incentive started on May 20, 1997.  The data presented here cover the
period from May 20, 1997 to June 30, 2000.  The small amount of activity from May 20, 1997 to
June 30, 1997 is reported with fiscal year 1998 data.  

Twenty-four firms utilized the exemption at twenty-six locations.  Eleven firms received a 50
percent sales and use tax exemption for equipment purchases at existing large warehouses and
grain elevators.  Thirteen firms received exemptions for construction costs and equipment
purchases at 15 warehouse locations.  Approximately 4.7 million square feet of new warehouse
capacity and $19 million of equipment was purchased with the aid of the exemption.  

Total exemptions taken have provided a tax benefit equal to $6.6 million.  The amount of 
exemptions taken have increased each year since the beginning of the program.  The actual FY
2000 annual amount of $3.7 million compares closely with the estimated FY 2000 cost of $3.9
million provided in 1997 when the legislation was adopted.

About 91 percent of the tax incentive has been used for buildings and 9 percent for equipment.
About 80 percent of the tax incentive has been used in the King and Pierce County areas. 

Conclusion

The annual revenue impact of the warehouse tax incentive is about what was expected at the time
the legislation was adopted.  The share of the tax incentive used for buildings is larger than was
expected in the 1996 Warehouse and Distribution Study.  The warehouse tax incentive was
intended to attract large regional facilities that have the flexibility to locate in neighboring states. 
The 1999 Warehouse and Distribution Study concluded that Oregon and Idaho have the lowest
taxes on warehouses.  The current statistics on use of the incentive show that 80 percent is used
in the King and Pierce County areas.  More detailed analysis needs to be done to determine
whether the incentive has attracted large facilities to the border areas of Washington.

The legislative fiscal committees’ report on the performance of the warehouse tax incentive
is due by December 1, 2001.  In addition to reporting on the use of the incentive, the final
report will analyze the effect of the program in creating or retaining family wage jobs, the
program’s impact on diversifying the state’s economy, and outline recommendations for
possible improvement. 
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Warehouse Tax Incentive 
for FY 1998 - 2000
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FY Warehouse Tax Incentive
1998 $1,069,151
1999 $1,843,755
2000 $3,709,538

Grand Total $6,622,444
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Use of Warehouse Tax Incentive
for Buildings and Equipment

9%

91%
Buildings

Equipment

FY Equipment Buildings Grand Total
1998 $225,580 21% $843,571 79% $1,069,151
1999 $94,775 5% $1,748,980 95% $1,843,755
2000 $305,257 8% $3,404,281 92% $3,709,538

Grand Total $625,613 9% $5,996,832 91% $6,622,444
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Use of  Warehouse Tax Incentive 
by Geographic Location

79%

21%

King/Pierce

Other Counties

FY King/Pierce Other Counties Grand Total
1998 $890,079 83% $179,072 17% $1,069,151
1999 $1,467,167 80% $376,589 20% $1,843,755
2000 $2,864,632 77% $844,906 23% $3,709,538

Grand Total $5,221,877 79% $1,400,567 21% $6,622,444


